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Dear Fir 01- Ijadam: 

Department of the Treasury 

***** * * * *  **** *********** *******  

Person t o  Contact: 
*************** 
Ielepbone tuber : 
************** 
***** ***** ****
*********** ********

We have considered your application for recognition of exemption from Federal 
income t w  under section 501(c)(7) of the Internal Revenue Code. 

You were incorporated on ************1, under the non-profit corporation act of 
the State of *****. Your articles of incorporation state you are organized for 
the purpose or puirpses of encouraging and promoting the breeding of pure-bred 
dogs through education by and through the auspices of the corporation to include 
but not be limited to seminars, demonstrations, shows and contests. You 
promote, sponsor and encourage the develo~ment of the natural qualities of 
pure-bred dogs striving for perfection in breeding, handling, education and 
training, and to protect and advance the interests of pure-bred dog owners in 
the continuation of this ownership. You will sponsor, slipport ar~d otheraise 
assist in .these endeavors with sportsman-like coingetitions at dog sl~ows and 
obedience training. 

Your activities as stated in your application are encouraging and promoting the 
breeding of pure-bred dogs through education, shows and seminars. You sponsor 
All-areed, pure-bred dog shows and matches which are open to the public. The 
dog shows and matches receive entries from all over the country and are your 
biggest fund raisers. You carry out some activities that may be considered 
charitable ;.I nature by members on a volunteer basis and make limited contri- 
butions. 

Your sources of financial support are from dues, show and match income, invest- 
ment income and other income. The primary source of support is from the conduct 
of flog shows and matches which includes elltry fees, catalog sales and advertis- 
ing, booth space. concessions and admissio~~s and parking. 



************** ***************: 

On the Form 1024 application. Schedule D. you state: ************************ 
*********. has *** AKC Registered Dog Shows and *** Match per year, and plans 
to seek public patronage for these events by advertisements." The Schedule D 
shows that **0% of the $********** listed under Line 3b is from nonmember 
sources. Of the total gross income for the year****1,**8% is from nonmember 
income. 

Year Total Receipts %Member Ihes %Show-Match Receipts 

The income statement information for **** is incomplete. The cittb receives a 
small amount of income from interest and "other income". Only a very small 
percentage of the gross annual income is distributed for charitable purposes. 

Section 501(c)(7) of the Internal Revenue Code provides exemption for: 

"Clubs organized for pleasure, recreation and other nonprofitable purposes. 
substantially all of the actilrities of which are for such purposes and no 
part of the net earnings of which inures to the benefit of any private 
shareholder." 

Section 1.501(c)(7)-1 of the regulations provides, i ~ i  part, as follows: 

"(a) The exemption provided by section 501(a) for organizations described in 
section 501(c)(7) applies only to clubs which are organized and operated 
exclusively for pleasure, recreation, and other nonprofitable puryoses, but does 
not apply to any club if any part of its net earnings inures to the benefit of 
any private shareholder. In general, this exemption extends to social and 
recreation clubs which are supported solely by membership fees, dues, and 
assessmentu. However. a club otherwise entitled to exemption will not be 
disqualified because it raises revenue from members through the use of club 
facilities or in connection with club activities." 

"(b) A club which engages in business, such as mzking its social and 
recreational facilities available to the general public or by selling real 
estate, timber, or other products, is not organized and operated exclusively for 
pleasure. recr..eation, and ather nonprofitable purposes, and is not exempt under 
section 501(a). Sctlicitation by advertisement or otherwise for public patronage 



********************* *****  *** 

of its f a c i l i t i e s  is prima f a c i e  evidence t h a t  t h e  c l u b  is engaging i t 1  business 
and is not  being operatel.! exclusively fut. p leasure.  r e c r e a t i o n ,  o r  soc ia l  
yarydses. However, an incidental  s a l e  of progerty w i l l  not deprive a c lub  of 
its exemption." 

Public L a w  94-568, Senate repor t  Number 74-1318, 2d seaaion,  1979-2 C.B. 596, 
s t a t e s  IRC sec t ion  501(c) (7)  Social  Clubs may rece ive  up t o  35 percent  of t h e i r  
gross  r e c e i p t s ,  including investment incame, from sources ou ts ide  t h e i r  rnember- 
s h i p  without jeopardizing t h e i r  exempt s t a t u s .  Within t h e  35 w r c e n t  l i m i t -  
a t i o n ,  no more than 15 percent of gross  r e c e i p t s  may he derived from use of c lub 
f a c i l i t i e s .  s e r v i c e s  o r  par t i c ipa t ion .  

Revenue Ruling 58-589, 1958-2, G.B. 266, s t a t e s  t h a t  f o r  an organizat ion t o  be 
described within t h e  provisions of sec t ion  5 0 1 ( c ) ( 7 )  of t h e  Code, a l l  f a c t s  
per ta in ing  t o  its form of organizat ion,  method of operat ion and a c t i v i t i e s  
should be considered. An organization must e s t a b l i s h ,  (1: t h a t  it is a club,  
both organized and operated,  exclusively f o r  pleasure, recrea t ion  and o ther  
non-profitable purposes, and (2) t h a t  no p a r t  of  its n e t  earnings inures  to t h e  
b e n e f i t  of any p r i v a t e  shareholder o r  individual .  A c l u b  which engages i n  
bus i ress ,  such a s  making its soc ia l  and recrea t iona l  f a c i l i t i e s  ava i lab le  t o  
t h e  general publ ic  may not be considered as being organized and operated exclus- 
ive ly  f o r  pleasure,  rec rea t ion  o r  s o c i a l  purposes. Public  patronage and part-  
i c ipa t ion  i n  c l u b  a c t i v i t i e s  is permissible i f  i n c i d e n t a l  t o  and i n  fur therance 
of t h e  club's purpose, and i f  t h e  ne t  income therefrom does not inure t o  club 
members. 

Revenue h l i n g  65-63, 1965-1, C.B. 240, s t a t e s  a nonprofi t  organizat ion t h a t ,  
i n  c ~ n d w t i n g  dog shows and events  f o r  the  pleasure and recrea t ion  of its 
members, permits t h e  general  publ ic  t o  at tend such shows and events  f o r  a f e e  
on a recur r ing  b a s i s  and s o l i c i t s  patronage by a d v e r t i s i n g  does ilot qua l i fy  
fo r  exemption a s  a c l u b  organized exclusively f o r  pleasure,  rec rea t ion  and o ther  
nonprofi table  purposes under IBC sect ion 501(c)(7) .  

You a l l i ~ w  p ~ b l i c  patranage and p a r t i c i p a t i o ~ ~  i n  your a c t i v i t i e s .  Such par t i c -  
i p a t  ion is s u b s t a n t i a l  m d  recurrent .  You have not  provided information t h a t  
shows t h e  breakdown of income by members, t h e  general  publ ic  o r  c lubs of a l i ke  
nature but you s t h t e  t h a t  s ~ ~ l s t a r : t i a l l y  a l l  your annual gross  income i s  from 
oucside the  membership. You excetd the 15 percent l i m i t a t i o n  a s  s e t  f o r t h  i n  



I 

***** ******* ********** ***** *****

Pltblic law 94-!id&. Vor~ 4r.e %enera!.ing considerable nomember inconl? that. itlklras 
to the benefit of yoi?? members nnd suks iq t~ent ly  is s ~ h i d i z i n g  !.lie club's 
activi ties. '!%!IS. you are a ' ~ ; ~ ~ * & t  ing ir! a maruler simiiar +,a t h e  organizati~!l 
described i n  Zevenue ruling 65-63. 1965-1 C.B. 240, which was denied exemption 
iz?~der IRC section 5011c)(7). b.ccor.dit~gl:r, it is ht l i l  that, you are not entitled 
to exez>tion fr*om Prcierial income tax as an orgrsination dezcribed i n  section 
501(c j (7 )  of ti:e In te rna l  ilevenue Code and yn~l  are required to file Form 1120. 

I f  yo~l do n c ~ t  agcea with rhese c.cs~~clusions, you may, within 30 days from the 
date of t h i s  l e t t e r ,  f i l e  i n  duplicats  a brief cf the facts, law, and aramment 
t h a t  clearly ,satas fortl'l your w>aition. i f  yori desire an oral discttsaion of the 
issue, please indicate this i n  your protest. The enclosed P u l j l i c a t i o ~ ~  892 gives 
instructions for f i l i n g  a protest. 

If you do nut f i l e  a pri,test !~i t .h  this off ice  within 30 days of the dkte of. this 
rcprt, or. !ettec. t h i s  p x ~ a e e d  determination w i l l  become f ina l .  

If you agree with these conclusic~r~s  or do not wish to f i l e  a written protest, 
yiease s i g n  and returr! F ~ ' ; r m  e013 i n  the enclosed self-addressed e n v e l o ~  as  soon 
as possible-  

I f  yoii have arly further r:rlrst.io~is. pirase contact the per.sot1 whose ntta? and 
telephone ntmtber a r e  showr~ a t  t h e  l-jeginning af t h i s  l e t t e r .  

Sincerely, 

District Director 




